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FOOTNOTES 


In order to assure comparability, franc figures for GDP, 
investment, money supply and trade for all years have been 
converted into dollars at 4.226F per dollar (1980 average rate). 
Figures for the B/P current account balance have been converted 
francs into dollars at the rates prevailing during the period 
in question. All figures are annual figures or averages unless 
otherwise specified. 


These data refer only to investment in housing by households and 
represent more than 80 percent of total housing investment. 


Excluding construction. 
Labor productivity outside farm and financial sectors. 


Long-term issues. 


Estimate of the aggregate wholesale price index, which is no 
more published. 


Based on French customs statistics. 


Gold valued at $42.20 per ounce - excludes changes due to 
changes in French valuation rates (every 6 months) and to swaps 


with the European Fund for Monetary Cooperation (FECOM) (every 
3 months). 


Expressed in current dollar billions. 


NA = Not Applicable/Not Available 





HIGHLIGHTS 


France's three years of economic austerity have produced 
tangible results. 


The trade and current account deficits have narrowed, inflation 
has declined, business earnings have improved; and industrial 
investment has picked up. However, these gains have come at the 
cost of low economic growth and a substantial rise in 
unemployment. 


France continues to encourage foreign investment and during the 
past three years has streamlined review and screening procedures, 
and enhanced financial incentives. However, there has been a 
steady decline in U.S. investment in France. 


The French Government has reaffirmed its intention to maintain 
its austerity policy. Still, deeper structural problems are 
weighing the French economy down, and the long-term economic 
trends that led to these problems are just now beginning to be 
reversed. 


Though U.S. exports to France have been hurt by the strong 
dollar, many opportunities remain, especially in the high-tech 
sectors, American business will be helped by the weakening in 
the strength of the dollar -- by the end of October 1985, the 
dollar had dropped more than 20% from its February 1985 peak. 


Among the strongest sectors for U.S. export or investment are 
electronics, computers, robotics, medical instruments, 
franchising and security surveillance equipment. 


ECONOMIC TRENDS 


France is now in the third year of policy-induced slow growth aimed 
at bringing the economy back on an even keel. There have been some 
good results: inflation is declining; corporate earnings have 
improved; and the current account is nearing balance. However, 
these results could only be achieved at the price of a decline in 
households' purchasing power and of an increase in unemployment. 
Despite improved earnings, business investment has improved only 
moderately from a low point in 1983. Although slow demand growth in 
France relative to its trading partners has permitted a substantial 
reduction of the large French trade deficit of 1982, France's trade 
competitiveness remains a question. 


French economic policymakers are concerned, therefore, about solving 
long-term structural problems which are weighing the French economy 
down. These structural problems have manifested themselves in 
growing unemployment, weakening trade performance, lagging growth in 
industrial capacity, and declining profitability. However, the 
pressures of slow growth and foreign competition are pushing the 


French to address these problems, and there is some evidence that a 
turn-around is starting. 





Growth 


Through the first half of 1985, real GDP in France grew by 0.5%. 
After declining in 1984, household consumption of manufactures rose 
steadily through the third quarter of 1985. Following two consecu- 
tive years of decline, household disposable income has begun to turn 
back up primarily under the effect of increases in transfer payments 
and anticipation early in the year of tax cuts taking effect in the 
third quarter. This upturn, supported by the tax cuts, could 
contribute to higher consumption into early 1986. Industrial 
production -- down sharply in the beginning of 1985 because of 
unusually cold weather -- returned to levels registered in 1984. 
Production is, however, still somewhat below peaks that occurred in 
1979, when the second oil shock hit. Official statistics show gross 
business earnings at levels not seen since the first oil shock. 


Industrial investment is gradually recovering from a ten-year low in 
mid-1983. However, high levels of real interest rates make 
financial placements very attractive relative to physical 
investment, and the French Government remains concerned about 
improving business profitability. Government purchases of goods and 
services in national accounts terms have varied little as a percent 
of total demand since being increased in 1981-82 to stimulate the 
economy. After decreasing rapidly in 1983 and 1984, the trade 
deficit changed little in 1985, and therefore, there was no further 
decline in the negative effect of net imports on economic growth. 
Inventory accumulation, an important factor in GDP growth in 1984, 
appeared to be tapering off somewhat in the first half of 1985. 


Prices and Wages 


Reducing inflation has been at the center of the government's 
economic policy for three years. The government nas pursued this 
aim through a price and income policy, i.e., directly controlling 
prices of many goods and services in the French economy and 
disindexing wage increases in the large and influential public 
sector from the rate of inflation. Prices of goods representing 
some 30% of gross sales of the industrial sector and all services 
prices are strictly controlled; wages lagged behind inflation in 
1984 and have not caught up in 1985. The government says that it 
will continue this policy in 1986, though it will apply industrial 
price controls to only 10% of the industrial sector's gross sales. 
Along with strict government wage policies, limited employment 
possibilities have kept growth in wage costs from outpacing 
inflation. Inflation declined from an annual rate of 9.3% in 1983 
to 6.7% in 1984, and should be around 5% at the end of 1985. For 
1986, the government's official (i.e., budget) target is 2.9%. 


Employment 


Since mid-1982, the number of people working in France has been 
steadily dropping at an annual rate of about 1%. This decline 
reflects two developments: first, a reduction of employment in 
manufacturing to lower levels compatible with technological 
improvements and with foreign competition, and second, slow 





expansion in services employment that has not picked up the slack 
from the reduction in manufacturing employment. In 1984, employment 
in manufacturing decreased by 143,000 jobs; losses in other sectors 
(construction, agriculture, mining, transportation) totalled 

90,000. Meanwhile, services employment expanded by only 36,000. 


Job losses should continue, but at a slower rate. The decline in 
manufacturing employment is expected to moderate in 1986, and there 
are indications of increases in employment in services and other 
sectors. Official statistics show that unemployment began to 
stabilize in the second half of 1985 and probably will not rise 
siqnificantly above current levels. Government programs for 
temporary employment or training, particularly for young new 
entrants to the job market, have been an important factor in the 
levelling out of unemployment. 


Balance of Payments 


The French trade and current account deficits have narrowed since 
France adopted its economic austerity policy in 1983. This 
narrowing has occurred mainly because growth in French demand has 
lagged behind growth in demand among France's major trading 
partners. Therefore, French imports grew slowly while French 
exports -- pulled along by stronger demand overseas -- grew more 
quickly. But the import dampening effect of the gap between 
France's growth and that of its trading partners masked the effect 
of a decline in French price competitiveness. With French internal 
demand increasing in the second half of 1985, the effect of the 
"growth gap" between France and its trading partners should 
diminish. Consequently, there should be a pause in 1985 in the 
narrowing of France's trade deficit. 


In 1986, French growth should no longer be lagging behind, and the 
price competitiveness factor will become predominant. As a result, 
French industry should find it increasingly difficult to keep pace 
with foreign competitors under current market conditions. 


The current account balance should move into surplus in 1985. This 
improvement is attributable mainly to higher receipts on tourism, 
interest received by the French Government on official reserve 
holdings placed overseas, and a stabilizing of interest payments on 
France's external borrowing. In 1986, the net outflow on interest 
payments on external borrowing should decrease. Through the first 
half of 1985, France's capital account registered net inflows. For 
long term capital, the inflows are primarily a reflection of 
borrowing by large French companies. At the same time, net long 
term capital outflows for commercial credits and for other financial 
activities have been considerably lower in 1984-85 than the levels 
they reached in 1982-83. The short term capital account shows net 
inflows to French banks from foreigners over the 1984-85 period. 
Also, there have been substantial net increases in official assets. 





Monetary Policy 


Money supply growth in the first half of 1985 was above the French 
authorities’ 4-6% target range. The prime cause was faster than 
expected growth in bank credits to the business and household 
sectors. At midyear, the monetary authorities took steps to curb 
above-target money growth, and this tightening was widely considered 
sufficient to bring money growth back near the announced target. 


For 1986, the French monetary authorities have redefined the 
monetary aggregates and rebased the money supply target. Starting in 
1986, the Bank of France will measure money growth with a redefined 
M3 aggregate. The French authorities say that this redefinition is 
one of several necessary conditions for moving towards controlling 
money growth through the price of money, rather than through 
quantitative restrictions. The purpose of moving to a wider 
monetary aggregate for target money supply growth is to promote 
equal treatment of all liquid financial assets. This in turn should 
make for a more open and competitive financial market, in which 
controlling money growth through the price of money could work 
effectively. The M3 growth target for 1986 will be 3-5%. Such a 
target would not be tightly restrictive in comparison with the 6.1% 
nominal growth in GDP projected in the government's 1986 budget. 


TRADE AND INDUSTRIAL POLICY 


France is the fourth largest Western industrial economy with a GNP 
about one-fourth that of the United States. Its output ranges from 
fine textiles and clothing through heavy industry such as steel, 
automobiles (the world's fourth largest manufacturer), high speed 
trains, to jet aircraft, both military and civil, and nuclear power 
plants. Free trade is also recognized as having its practical 
aspects since in a number of key sectors, such as primary energy 
sources and electronics, France remains largely dependent on foreign 
sources for industrial products, technology and key raw materials. 


The Mitterrand Government has also placed high expectations on 
expanded exports to help the French balance of payments and at the 
same time to incite French businesses to make new investments. 

While the strong dollar has contributed to France's strong exports, 
the resultant level of domestic investments has been disappointingly 
low. As stated earlier, the pressures of slow growth and foreign 
competition are pushing the French to reverse these trends. The 
French commitment to push the development of certain industries such 
as electronics, nuclear power generation, aeronautics and weaponry 
continues. So also does the assistance to traditional smokestack 
industries with the emphasis on retraining workers and in many 
cases, transferring them to other nationalized industries as the 
necessary restructuring continues. The French Government can also 
be expected to continue to seek European cooperative projects in 
aerospace, telecommunications, computers, as well as in the EUREKA -~ 
program discussed later -- primarily in response to U.S. and 
Japanese strength in these sectors. 





Since the 1970s, France has targetted the computer industry for 
government assistance to ensure that it has adequate technology to 
lead France's economic development. This trend seems to have 
intensified since 1984 when France decided to participate in the 
EC's "ESPRIT" program. ESPRIT is intended to make the EC informa- 
tion industry more competitive; some 270 EC companies, universities 
and research centers are participating in this project. The EC is 
hoping this effort will enable it to reach its objective of 
obtaining 30% of the $500 billion world market estimated for the 
data processing industry in 1990. U.S. companies such as IBM, AT&T, 
ITT and DEC, have been able to participate in the program through 
their subsidiaries in Europe. 


EUREKA is a French initiative to stimulate European cooperation in 
high technology in order to become technologically more competitive 
with the United States and Japan. In November 1985, the governments 
of 18 West European countries agreed to provide financial and other 
forms of endorsement in establishing the first 10 research projects 
under the new program. The projects, costing an estimated $312 
million, will involve companies and research institutes in such 
sectors as educational computers, lasers, anti-pollution devices, 
new industrial materials, robots and manufacturing systems. 


The program will be coordinated by the Eureka Conference of 

Ministers, a permanent body composed of a representative from each 
government, and a small secretariat representing the 18 governments 
and the EC. It will start functioning in 1986. Under the program, 


companies and research institutes in any of the 18 countries -- the 
10 current EC members and Austria, Finland, Norway, Portugal, 
Sweden, Switzerland, Spain and Turkey -- can submit projects that 
involve the participation of at least one other Eureka nation. 
Participants in Eureka must operate in sectors that include 
information and telecommunications, robotics, new materials, 
manufacturing, biotechnology, marine technology, lasers, 
environmental protection and transport technologies. Participation 
by non-European companies, including U.S. multinationals operating 
in Europe, has not been excluded at this stage. 


INVESTMENT CLIMATE 


The overali world economic slowdown, combined with social 
legislation introduced at the start of the Mitterrand Government, 
has had a dampening effect on new U.S. investment in France. In 
current dollars, total U.S. investment in France has consistently 
declined over the last four years from a high of $9.1 billion at the 
end of 1981 to $7.8 billion in 1982, to $6.9 billion in 1983, and to 
$6.4 billion in 1984. However, the United States remains France's 
most important foreign investor. 


American business executives were apprehensive about the investment 
climate in France following the election of a Socialist government 
in 1981, but after initial economic setbacks attributable in large 
measure to government actions based on long-held socialist doctrine, 
the government shifted its economic policies to a more pragmatic 
basis in its efforts to reduce inflation, develop new industries, 





modernize the old and create a new service sector. This has 
resulted in its opening the door wider than ever to encourage new 
foreign investments in a double-barrelled effort to combat growing 
unemployment and attract high-technology industries. 


Although the government continues to scrutinize foreign investment 
applications, the procedure has been administratively streamlined 
and is less politically controversial than in the past. Occasional 
snags may arise in the approval of particular investment applica- 
tions, but these are now generally overcome without undue delay. 
Investment permission is automatic in 30 days if not challenged, for 
investments up to 10 million francs. In 1984, some 75% of all 
requests for foreign investment were processed in less than 10 days. 


A number of measures which were aimed at encouraging foreign 
investments, especially industrial, have been modified to make them 
more attractive. These cover such items as tax incentives, capital 
incentives, special investment loans, other assisted loans, state 
capital-subordinated loans and local assistance which includes the 
sale of land at low cost and lease with option to buy. This latter 
can cover from 50-100% of private cost. Training subsidies are also 
available and can cover up to 80% of the cost of training new 
workers and supervisory personnel. 


The most attractive terms, including the lower interest rates, are 
granted for financing investments which: create new jobs, maintain 
existing ones or improve working conditions; increase exports 
outside the EEC; improve manufacturing efficiency (automated 
machines or manufacturing processes); develop new products or 
manufacturing processes; and conserve energy and economize raw 
materials 


Firms that commit themselvesto meeting one of these criteria are 
eligible for a long-term loan, generally 12 years at an interest 
rate which has decreased this year to 9.25%. Foreign firms can also 
benefit from government incentives for research and development). 
While French companies receive most R&D grants, foreign firms can 
also qualify if their local subsidiary is judged not to be dependent 
ownership-wise or financially on the parent company. Grants can 
include financial assistance to establish R&D facilities outside the 
Paris area or to carry out research projects. The subsidy for such 
projects can be up to 50% of the project cost. Another advantage is 
a tax write-off of up to 25% of taxes due compared with the previous 
year. 


Another point of interest is that companies wishing to invest in the 
more highly developed areas such as the Paris region or Lyon will 
today find very little opposition to such investments. This again 
is because of the government's desire to see new jobs created 
wherever they may be. The government still promotes priority zones, 
especially those in regions hardest hit by the decline in the 
smokestack industries, and investors coming into these regions can 
be assured of getting faster approval and more attractive incentives 
for their project. There is no discrimination under present 
government policies against U.S. firms coming into France or 
expanding in France. 





The French Industrial Development Agency (DATAR), (U.S. address: 

610 Fifth Avenue, New York, N.Y. 10020, telephone: 212-757-9340), 
may be contacted for information and assistance. This assistance 
includes identifying investment incentives that could be made 
available and advising companies on government procedures to be 
followed, particularly with the Ministry of Economy, Finance and 
Budget and the Ministry of Industrial Redeployment and Foreign Trade. 


IMPLICATIONS FOR THE UNITED STATES 


The United States and France have an active and long-standing 
trading relationship. France is the eighth largest supplier for the 
United States, while the United States in the fifth largest for 
France after West Germany, Italy, Belgium and Luxembourg. The 
positive effects of the upswing in the U.S. economy, combined with 
the sharp rise in the value of the dollar have definitely been felt 
in the French economy. By the end of October 1985, however, the 
strength of the dollar had decreased by about 20% from its February 
1985 peak, thereby increasing the price competitiveness of U.S. 


exports to France. The franc now stands at about 7.7 francs to the 
dollar. 


French exports to the United States increased over 30% in 1983, and 
50% in 1984, This has shifted the trade balance rather 
dramatically. The United States, which historically has had an 
annual trade surplus with France, now finds itself in the position 


of having a trade deficit of approximately over §2 billion, based on 
U.S. Government statistics. 


Between 1982 and 1984, French imports of U.S. non-agricultural 
products increased when measured in dollars. During the first half 
of 1985, this trend continued. The accompanying table shows, by 


major product category, French imports from the United States, based 
on U.S. Government statistics. 


The drop in U.S. exports is leading U.S. companies increasingly to 
look for other forms of exchange such as joint venture and licensing 
agreements, and new investments. One example of this is in the 
computer industry where the United States is contributing in a major 
way to its development in France both through direct sales and 
investments, and through licensing and joint venture agreements 
between French and U.S. companies. Several U.S. companies already 
present in France have announced plans to expand existing 
manufacturing facilities and in some cases to construct new plants. 


The high value of the dollar means that normal commercial 
considerations in the French market are more important than ever 
before and will require increasing attention from U.S. manufacturers 
and exporters. These include such items as credit terms, quality, 
delivery time, after-sales service, innovative solutions to 
customers' problems, style and design, and French-language consumer 
literature (now mandatory), correspondence and instruction manuals. 
Many U.S. manufactured goods continue to be competitive in the 
French market, because of their quality and technical sophisti- 
cation, and because of the important role they play as components of 





FRENCH IMPORTS FROM THE UNITED STATES 
Non-Agricultural Products 
(Figures are in millions of French Francs) 


6 Mos. 
1983-84 84-85 


Product Category % Change % Change 
Energy - 13.0 
Coal - 11.6 
Refined Petroleum - 14.8 
Minerals kia 
Metals and Metal Products 15:6 
Non-ferrous Metals 22.9 
Semifinished Non-ferrous atea 


Chemicals and Related 
Products 18.7 


Mechanical/Electrical 
Machinery and Equipment 


Electronic Equipment 
Aeronautical Equipment 


Industrial Equipment, 
Other than Machine Tools 


Household Appliances 
Autos and Motorcycles 47 57 44 


Other Wheeled Vehicles 
and All Vehicle Parts 995 1,243 672 


Consumer Goods 4,876 5,697 3,139 + 7.8 
Shoes 51 34 54 30 . -11.8 
Furniture 29 17 27 14 j -17.7 


Miscellaneous 100 68 ida 78 ‘ +14,.7 


TOTAL 61,760 34,581 69,911 39,618 + +14.5 


Source: From a series developed by the French National Economic Statistics 
Institute on the basis of French Customs Statistics. 





French production for both the domestic and the increasingly 
critical French export markets. French industrial equipment and 
installations which are exported frequently use U.S. components 
because of their technology or the technology used in their 
production, and also the quality, availability and world-wide 
after-sales service. 


As noted earlier, the dollar, though still strong by historic 
standards, has fallen more than 20% from its February 1985 peak. 
Consequently, U.S. exports can be expected to improve. Of negative 
influence are: the continuing weakness of French investment in 
capital goods equipment, the general tendency of the French 
Government to encourage nationalized industry to “Buy French," and 
the encouragement of nationalized banks to give priority to loans 
for investments that use French-made equipment. 


Sectors offering particularly strong opportunities for U.S. exports 
and investment include computers and peripherals, electronic 
industry production and test equipment, electronic components, 
computer software and services, analytical/scientific 
instrumentation, robotics, some telecommunications equipment, 
franchising, tools for high-tech industries, food processing and 
packaging equipment, and security surveillance. Further information 
on these sectors and Commerce Department trade promotion events in 
France can be obtained from the France Desk Officer, IEP/EUR, U.S. 
Department of Commerce, Washington, D.C. 20230, (tel. 202-377-8008). 








